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MONEY MARKET IN JUNE 


Pressures on member bank reserve positions eased 
somewhat during June, helping to offset the tension asso- 
ciated with the June 15 tax date, and as a result conditions 
in the money market remained relatively steady throughout 
the month. Although business loan demands rose sharply 
around the middle of the month, average member bank 
borrowings from the Federal Reserve Banks and average 
net borrowed reserves were both substantially lower than 
in May. Even though the effective rate for Federal funds 
in New York City remained almost steadily at 2% per 
cent, funds were more readily available than in the pre- 
ceding month. The prices of most intermediate and longer- 
term Government bonds declined moderately over the 
month as a whole but shorter-term issues generally ad- 
vanced in price. Treasury bill yields were relatively steady 
during most of June but declined toward the end of the 
month. 


The decline in average net borrowed reserves from 528 
million dollars in the five weeks ended May 30 to 212 mil- 
lion dollars in the four weeks ended June 27 reflected in 
part the easing of bank reserve positions that had already 
taken place toward the end of May. In addition, however, 
an unexpectedly large rise in float in the middle of the 
month, which more than offset substantial increases in 
required reserves associated with tax period borrowing by 
business, brought about a drop in net borrowed reserves 
in the week ended June 20. Toward the end of the month, 
as float receded, average net borrowed reserves rose 
slightly, but remained well below the levels that prevailed 
in May. 

Federal Reserve System open market operations dur- 
ing June supplied reserves to meet seasonal reserve needs 
and to prevent the development of strains during and after 
the June tax period. System holdings of Treasury securi- 
ties increased by 126 million dollars during the four weeks 
ended June 27, as net outright purchases totaling 131 
million exceeded a net decline of 5 million in outstand- 
ing repurchase agreements. 


New corporate and municipal issues met with a mixed 
reception throughout the month, as underwriters attempted 
to avoid price concessions. The volume of new municipal 
offerings was large while buying interest was sporadic, 
leading to a build-up of dealers’ inventories during the 
month. Yields on outstanding municipal issues declined 
over the period as a whole, while yields on corporate 
issues remained steady. 

Rates on bankers’ acceptances were marked down by 
Y per cent after the close of business on June 18. This 
was the first change since April when an advance of the 
same magnitude had taken place, and brought the dealers’ 
offering rate on unindorsed 90-day acceptances down to 
2% per cent. 


MEMBER BANK RESERVE POSITIONS 


Net borrowed reserves averaged 212 million dollars dur- 
ing the four statement weeks ended June 27, down about 
300 million from the average during May. Member bank 
borrowings from Federal Reserve Banks also declined sub- 
stantially, averaging 789 million dollars as compared with 
almost 1 billion dollars in the previous month. The 
changes in both average net borrowed reserves and mem- 
ber bank borrowings between May and June brought both 
back to the levels that had prevailed at the beginning of 
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the year and close to those of August 1955 (see chart). 
In the final June statement week average net borrowed 
reserves, at 171 million dollars, were more than 500 mil- 
lion lower than in the week ended May 2 which had been 
the high point for 1956. 

Early in the month the combined effect of a reduction 
in Treasury balances at Federal Reserve Banks and a 
moderate rise in float approximately offset a large outflow 
of currency into circulation. Thus, the decline in average 
net borrowed reserves stemmed almost wholly from the 
increase in Federal Reserve System holdings of Govern- 
ment securities, the result of both outright purchases and 
the extension of repurchase agreements to dealers in Gov- 
ernment securities. 

Subsequently, the usual midmonth expansion of float, 
attributable in great part to the common business practice 
of paying bills on the tenth of the month, was magnified by 
the concentration of dividend and tax payments in mid- 
June, with resulting delays in Federal Reserve collections 
as clearing facilities became overburdened. Reserve pres- 
sures eased considerably, and average net borrowed re- 
serves for the week ended June 20 fell to the lowest level 
since mid-February 1956, despite a rise in required re- 
serves that stemmed from business borrowing during the 
tax period, and a rise in Treasury balances at Federal 
Reserve Banks at that time. 

Toward the end of the month, as the backlog of uncol- 
lected checks was gradually being worked off, float de- 
clined, and the average level of Treasury balances at 
Federal Reserve Banks rose still further as tax collections 
continued to be large. The offsetting effects of declines in 
required reserves and in currency in circulation were such, 
however, as to prevent more than a small increase in aver- 
age net borrowed reserves in the final statement week. 


MEMBER BANK RESERVE POSITIONS 
(Monthly averages of daily figures) 
Millions of dollars Millions of dollars 
1200 1200 
—1000 
100 
Excess reserves 
600}- 600 
—400 
Net borrowed reserves 200 
° 7 
J A s ° N o J Ff M a M J 
1955 1956 
* Preliminary estimates for the four weeks ended June 27. 


Table I 
Changes in Factors ip Toning to to Increase or Decrease Member 
k Reserves, June 1956 
(In om... of dollars; (+) denotes increase, 
(—) decrease in excess reserves) 


Daily averages—week ended 
Fact et 
June | June | June | June 
13 
O 
Treasury operations*.............. + 36 | —132 — 42 58 
Federal Reserve float.............. + 71) + 64] +537 | —138 534 
Currency in circulation............ —178 | — 37} + 1] + —158 
Gold foreign account.......... 3) — 13| + 3] + 35 28 
+19] +12] — 34] + 25 22 
— 4] + 63 | +376 | — +369 
Direct Federal Reserve credit transactions 
Government securities: 
Direct market purchases or sales..| + 47 | + 86 —j|— 40] + 93 
Held under repurchase agreements.| + 44 | — 73 | — 24| + 26| — 27 
Loans, vances: 
Member bank ae +160 | —150 | + 22| — 8] + 24 
+ 2) + - 4 
Under repur: agreements. _ 
+254 | -133 | — — + 92 
+250 | — 70 | +367 | — +461 
+ 7| — 23| —27 + 65 | —223 
+257 93 | + 95 | — +238 
Daily average level of ber bank 
from 892 742 764 756 789 
Excess reservest............+se0+: 604 611 606 585 577 


Note: Because of rounding, figures do not necessarily add to totals. 


* Includes changes in ew af currency and cash. 
These figures are estima 


GOVERNMENT SECURITIES MARKET 

Following the sustained price advances during May, 
prices of most Government notes and bonds tended to 
drift lower in early June. Most market observers seemed 
to feel that the earlier advances had already reflected in 
full the possibility that monetary policy would become no 
more restrictive and that some easing might occur. More- 
over, investors were generally uncertain over the approach 
of the June 15 tax date and the possible pressures on 
reserves that might arise at that time. In this setting, 
prices advanced only moderately when the President’s ill- 
ness was announced on June 8. However, by June 15 
most issues had regained earlier losses and had exceeded 
the levels reached at the end of May. After the tax date 
prices moved irregularly, and toward the end of the month 
intermediate and longer-term issues moved downward, 
partly under the influence of expectations that some pres- 
sures might build up with the approach of the quarterly 
statement date. Over the month as a whole, most issues 
maturing from 1961 on out declined by %» to 1%» of a 
point, although the two longest bonds showed small gains. 
Shorter issues generally rose by between 445 and 1%». 

Trading was largely concentrated at the shorter end of 
the list throughout the month. Preparations for the tax 
date gave rise to a sizable supply of notes and certificates 
early in the month. In addition, the tax anticipation cer- 
tificates due June 22 and the 2 per cent Treasury notes 
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due August 15 were available from investors seeking to 
switch out of these issues before maturity. Demand for 
shorter notes and bonds was strong, however, and despite 
tax selling early in the month prices advanced substan- 
tially. Trading in intermediate and longer-term issues was 
light throughout the month and, although some switching 
for tax loss purposes occurred, this tended to be restrained 
by the relatively high level of prices as compared with 
recent months. 

Treasury bill yields remained remarkably steady 
throughout the first half of June, despite persistent market 
expectations that sales of bills to meet the tax and divi- 
dend payments would drive yields upward. The behavior 
of the average issuing rate in the first two Treasury bill 
auctions of the month was symptomatic; from 2.573 per 
cent in the last May auction, the rate moved down to 
2.562 per cent on June 4 and up to 2.581 per cent on 
June 11. On each occasion, bidding was initially cautious, 
but the appearance of strong customer interest in each 
case led to re-evaluations which kept the average issuing 
rate stable from week to week. The market rate on the 
longest outstanding issues closed within 3 basis-points 
of 2.52 per cent (bid) on each day through June 15. In 
general, the market was surprised at the small size of bill 
liquidations and by the strength of nonbank demand. 

Immediately after the tax date, bill yields turned down 
and the market was increasingly dominated by the expec- 
tation that the redemption of tax anticipation certificates 
on June 22 would result in a further upsurge of demand. 
The June 18 auction resulted in an average issuing rate 
of 2.430 per cent for the bills dated June 21. Although 
the issuing rate rebounded to 2.535 per cent in the June 25 
auction, market yields declined at the close of the month. 
By June 29, the longest bill was bid at 2.42 per cent, down 
15 basis-points from the end of May. Most shorter issues 
declined by 3 to 10 basis-points during the month. 


OTHER SECURITIES MARKETS 


The markets for corporate and municipal bonds pre- 
sented a somewhat mixed picture in June, following the 
improved tone that had characterized May. Investor inter- 
est in new issues proved to be highly selective throughout 
most of the month, as underwriters attempted to distribute 
new issues without making price concessions. Average 
yields on outstanding corporate issues, as reflected in 
Moody’s Aaa-rated corporate bond index, moved sidewise 
during June. Yields on similarly rated long-term municipal 
bonds showed a net decline over the month of 8 basis- 
points despite a rise in the final week. By the end of the 
month the average yield on Aaa corporate bonds at 3.27 
per cent was 4 basis-points, and that on Aaa municipal 
bonds at 2.34 per cent was 17 basis-points, below the 
1956 highs reached in late April. 


The estimated volume of publicly offered tax-exempt 
bonds in June amounted to 615 million dollars, about 170 
million higher than in May, bringing the total of new issues 
so far this year to almost 2.6 billion dollars, or about 10 
per cent above the total offerings in the first six months 
of 1955. The largest flotation during the month was a 166 
million dollar revenue bond issue which was well received 
when reoffered at a yield of 3.92 per cent. Despite the 
enlarged volume of offerings in June and higher dealer 
inventories, yields on new issues showed little change from 
May. Toward the end of the month, the Public Housing 
Administration placed a 90 million dollar issue of Aaa- 
rated local housing authority bonds at a net interest cost 
of 2.482 per cent, compared with 2.3547 per cent on a 
similar issue offered early in February. 

In contrast to the increase in new municipal issues, pub- 
lic offerings of corporate bonds for new capital declined 
to an estimated 260 million dollars from an unusually high 
670 million in May. For the first six months of the year, 
such offerings amounted to about 1.9 billion dollars, 
27 per cent higher than in the first half of 1955. At the 
beginning of June investors tended to hold off, but 
underwriters continued to bid aggressively on new issues 
in the expectation that demand would revive. Several bor- 
rowers, apparently influenced by the expectation that mar- 
ket conditions would become more favorable, decided to 
postpone offerings. Some issues, however, notably a 50 
million dollar issue offered to yield 4 per cent, met with 
favorable investor response. Later in the month, although 
supply tapered off and the uncertainties connected with 
the June tax date disappeared, response continued to be 
mixed, partly because investors tended to resist current 
rate levels. 

In addition to issues of domestic corporate and munici- 
pal bonds, an unusually large volume of foreign gov- 
ernment flotations swelled the supply of bond offerings 
during June. Publicly offered foreign government issues 
amounted to over 80 million dollars, exceeding flotations 
in any previous month this year. The largest single offer- 
ing was a 25 million dollar issue of Commonwealth of 
Australia bonds which met with a good response when 
reoffered to yield 4.64 per cent. 


MEMBER BANK CREDIT 


Total loans and investments of weekly reporting mem- 
ber banks increased 1.2 billion dollars during the four 
weeks ended June 20, as total loans rose by 1.1 billion. 
The bulk of the loan expansion was accounted for by an 
838 million dollar increase in commercial and industrial 
loans. 

The expansion in commercial and industrial loans was 
concentrated in the two weeks ended June 20 and pre- 
sumably reflected, in part, borrowing to meet the June 15 
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Table II 


Weekly Chengee, ie in Principal Assets and Liabilities of the 
Member Banks 
(In millions of dollars) 


Statement weeks ended Change 
from Dec. 
Item 28, 1955 
May June June June | to June 
30 6 13 20 20, 1956 
Assets 
Loans and investments 
308 |+ 191 277|+ 678 
Agricultural loans......... 4/+ 2 } +2,200 
d — 60 |- 8i+ — 256 
+ 9 31] + 4381 
All loans (largely 
+13 |- 2/+ 89/+ 29] + 691 
Total loans adjusted*..|) —343 160 |+ 423 |+ 871 | +2,964 
ts: 
U.S. Government securities 
+ 45 50 22|+ 145] —_ 739 
49 104 /+ 4/+ 165 | —2,328 
4 1544 26/+ 310 | —3,067 
— 4 |- 4i+ 81] — 297 
Total investments....... 48 |— 158|+ 87 |+ 229 | —3,364 
Total loans and investments 
—391 |+ 510 /+1,100 — 400 
Loans to banks............... +23 |+ 128 81] + 154 
Loans adjusted* and “other 
— 387 156 |+ 484 790 | +2,667 
Demand deposits adjusted... .. 77 120 |+1,333 |— 69 | —1,977 

— 3 |+ 122|+ 45|+ 83] + 273 
U. 8. Government deposits... . . —131 |-—1,056 |— 425 927 850 
Interbank demand deposits 

— 97 |+ 777\|+ 122|— — 722 


* Exclusive of loans to banks and after deduction of valuation reserves; figures 
for the individual loan classifications are shown gross and may not, therefore, 
add to the total shown. 


corporate tax payments. The total increase in these two 
weeks amounted to 955 million dollars, compared with 
1,263 million dollars in the March tax period. As in 
March, the expansion in borrowing during the tax period 
was particularly marked for loans to metals and metal 
products companies and to public utilities, although in 
each instance smaller than in the earlier period. The 
June tax period also showed a rise in loans to sales 
finance companies, larger than the rise during the March 
tax period and apparently related to the need to pay off 
short-term notes maturing on June 15 which had been 
sold to corporations seeking a temporary investment of 
funds to be used for taxes. 

In addition to the rise in commercial and industrial 
loans over the four weeks ended June 20, consumer loans, 
real estate loans, and security loans continued to increase. 
Consumer loans rose by 107 million dollars, somewhat 
less rapidly than in recent months, and real estate loans 
increased by 84 million dollars, at about the same rate 
as earlier in the year. Security loans advanced by 95 mil- 
lion dollars, compared with a 130 million increase in the 
four weeks ended May 23 and net declines in the preced- 
ing four months. 

The investment portfolios of weekly reporting banks 
rose by 110 million dollars over the four weeks ended 
June 20. The rise was primarily attributable to a 162 mil- 
lion increase in holdings of Treasury bills, which in com- 
bination with a small rise in holdings of other Government 
securities more than offset a 68 million decline in other 


security holdings. 


INTERNATIONAL MONETARY DEVELOPMENTS 


MONETARY TRENDS AND POLICIES 


The Central Bank of Turkey on June 6 raised its dis- 
count rate from 4% to 6 per cent, thus bringing to eight 
the number of foreign countries that have raised their dis- 
count rates since the beginning of this year (see table). 
The previous rate had been in effect since June 1955 when 
it was increased from 3 per cent. The latest increase, 
which raised the Turkish discount rate to the highest level 
since 1933, suggests, in connection with other measures 
taken during the past year, that the authorities are modi- 
fying the expansionary policies of recent years. Large- 
scale public investment, high agricultural price supports 
(financed largely by central bank credit), and easy bank 
credit to the private sector have successfully stimulated 
physical output, but mounting inflationary pressures, in- 
creasing economic distortions, and a serious external pay- 
ments crisis have been a problem for some time. 


In Canada, June marked the first full month of opera- 
tion of the 15 per cent liquid-asset ratio (cash, Treasury 
bills, and day-to-day loans) against deposits, informally 
agreed upon between the Bank of Canada and the char- 
tered banks. Although this ratio, as well as the existing 
statutory 8 per cent cash reserve which it incorporates, 


Increases in Foreign Central Bank Discount Rates in 1956 


In per cent 
Country Date of change 
New rate Previous rate 

Kingdom....... eb. 
West Germany......... Mar. 4 3 
Canada...........5+05- Apr. 4 3 2% 
chances Apr. 19 5* 

est Germany......... ay 

May 5 4 
June 6 6 4% 


rate of 
Rate charged to private nonbank borrowers, 
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“was exceeded throughout the month, the chartered and 
savings banks began again to borrow from the Bank of 
Canada during the last statement week in May and re- 
mained indebted to it throughout most of June. Security 
yields were generally lower in June, with the three months’ 
Treasury bill tender rate declining on June 28 to 2.52 per 
cent, the lowest level since February. At the same time, 
business loans by the chartered banks have continued their 
upward movement, and on June 13 were 29 per cent 
above a year earlier. 

In the United Kingdom, the Chancellor of the Exchequer 
declared that some “modest but unmistakable gains” had 
been won in the battle against inflation. The amount of 
hire-purchase debt outstanding with retailers is estimated 
to have declined by 8 per cent since the end of last year. 
On the other hand, the latest quarterly analysis of advances 
by members of the British Bankers’ Association shows 
that, in the quarter ended in mid-May, advances rose 
slightly, since increased borrowing by the nationalized in- 
dustries more than offset a net decline in borrowing by 
all others. This marks the first quarterly increase since 
the banks were requested last July to reduce their lending; 
however, total advances outstanding in May still were 
almost 10 per cent below a year earlier. Yields of gilt- 
edged securities rose substantially early in June; the yield 
of 22 per cent Consols reached 4.84 per cent on June 4— 
the highest level since the early thirties—but closed at 
4.78 on June 29. The average rate for three months’ 
Treasury bills, which had stood at 4.95 per cent through- 
out May, had risen to 5.08 at the fourth June tender. 

The Reserve Bank of New Zealand, implementing rec- 
ommendations of the Royal Commission on Monetary, 
Banking, and Credit Systems, amended the trading banks’ 
cash reserve ratios to permit inclusion of the banks’ vault 
cash. At the same time, however, the ratios were raised 
to 32 per cent of demand and 10 per cent of time liabili- 
ties so that the banks are being forced to increase their 
borrowing from the Reserve Bank at the prevailing 7 per 
cent discount rate. A 4% per cent increase in the rates 
paid by the banks on deposits also was announced, the 
new rates ranging from 2 to 3 per cent; this follows an 
earlier increase in February and the abolition at that time 
of the fixed minimum and maximum rates chargeable by 
the banks on overdrafts. 

In Finland, the cash reserve agreement concluded in 
1955 between the central bank and commercial banks, 
under which the latter had held with the former a specified 
proportion of increases in their deposits, was not renewed 
last month. (Simultaneously, the cash-deposit require- 
ment for importers was lowered from 20 per cent to 
the former 10 per cent.) The Bank of Finland, however, 
has warned the banks that the funds released through 
termination of the cash-reserve agreement should be used 


to reduce the banks’ rediscounts with the central bank, 
which increased by over 35 per cent during April-May, 
and not to increase their lending. In fact, the Bank of 
Finland has emphasized that, failing such reductions, it 
may raise in October the penalty rate on discounts in 
excess of a certain stipulated ceiling to 5 per cent above 
the banks’ own loan rates from the present 3 per cent. 


EXCHANGE RATES 


The weakening of sterling that had begun in late May 
continued early in June, with American-account sterling 
dropping as low as $2.8034 on June 5. The announce- 
ment that Britain’s gold and dollar reserves had risen 41 
million dollars in May—with some three quarters of the 
rise resulting from Britain’s receipts in settlement of its 
April EPU surplus—was somewhat disappointing to the 
market and added to the earlier weakness which stemmed 
in part from the unsettled labor situation. Between June 
6 and 13, however, sterling strengthened, reflecting good 
commercial demand, particularly on the part of oil 
companies; the publication of Britain’s trade figures for 
May, along with the announcement of the proposed sale of 
the Trinidad Oil Company to the Texas Company, lent 
some further encouragement to the market. American- 
account sterling accordingly rose as high as $2.80214, on 
June 13. After the midmonth, however, seasonal pressures 
on sterling became increasingly noticeable, and with a 
rising commercial demand for dollars in London (particu- 
larly on the part of oil and tobacco buyers), the rate again 
weakened, falling as low as $2.797%4, on June 27 and clos- 
ing on June 29 at $2.7927%%p5. 

Sterling for three and six months’ delivery moved to 
larger discounts around the middle of the month, but gen- 
erally was quoted at about 1154. and 2254. cents below 
the rate for spot sterling. Transferable sterling for the 
most part followed movements in the rate for American 
account; however, it was somewhat firmer early in the 
month on strength originating in foreign markets, and then 
weakened to close at $2.7735 on June 29. Securities ster- 
ling, reflecting a general lack of interest in London stocks, 
fell during the month from $2.76 to $2.71%. 

The Canadian dollar generally appreciated throughout 
the month, gradually rising from $1.01442 to $1.02%, 
thus continuing to reflect investment demand, particularly 


.on the part of British and Continental interests, as well 


as sustained commercial demand. 

The “capital” mark, used by nonresidents for investing 
in Germany, continued in limited supply and good de- 
mand; as a result, the quotation rose as high as 24.35 
cents. At this level, the capital mark was being quoted at 
a rate well above the upper support limit of the official 
Deutsche mark; the German authorities, however, do not 
intervene in the market for capital marks. 


a 
J 
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SAVINGS AND LOAN ASSOCIATIONS IN THE MORTGAGE MARKET 


Because of their specialized role as home-financing 
institutions, savings and loan associations have been in a 
favorable position to benefit from the strong demand for 
mortgage funds in the postwar period. The existence of 
ample and relatively profitable investment opportunities in 
mortgages has permitted the associations to increase the 
return paid on members’ shares and has encouraged them 
to take other steps to attract a larger proportion of the 
public’s savings. As a result, the past decade has been a 
period of exceedingly rapid growth for the associations. 

Starting from 7 billion dollars at the end of 1945, the 
savings capital of the associations rose to 32 billion dollars 
at the end of 1955. During this same period the associa- 
tions’ share of total institutional savings (defined here as 
the sum of shares in savings and loan associations, of time 
and savings deposits with commercial and mutual savings 
banks, and of reserves of life insurance companies) in- 
creased from 8 per cent to 18 per cent. 

The growth in the savings capital of the associations 
has been accompanied by an almost parallel mse in their 
mortgage lending (see Chart I). At the end of 1955 the 
associations accounted for about one fourth of the total 
nonfarm mortgage debt and for about one third of the 
portion of that debt held by the four major types of invest- 
ing institutions. These proportions are the highest in the 
associations’ history. 


SOURCES OF FUNDS 


Savings and loan associations (known in various parts 
of the country as “cooperative banks”, “building and loan 
associations”, and “homestead associations”) are mutual 
thrift associations chartered by the Federal or a State Gov- 
ernment. The savings of their members, which comprise 
the associations’ “savings capital”, constitute the associa- 
tions’ principal source of funds. Legally, the savings capi- 
tal of the associations consists of share interests rather than 
deposits, and shareholders are considered part owners of 
the associations rather than preferred creditors. Strictly 
speaking, a “withdrawal” is a repurchase of the members’ 
shares which the associations are under no legal obligation 
to make if reasonable notice is not given or if the with- 
drawal would impair their financial position. At the pres- 
ent time, however, withdrawal requests generally are met 
on demand, a feature which improves the associations’ 
ability to compete successfully with other institutions for 
savings. Most share accounts are in associations afforded 
insurance protection (up to a maximum amount of 
$10,000 per account) by the Federal Savings and Loan 
Insurance Corporation (FSLIC). 


All Federally chartered associations and about three 
fifths of those with State charters are members of the 
Federal Home Loan Bank System (FHLBS). At the end 
of 1954 member associations accounted for 95 per cent of 
the assets of all savings and loan associations and for 70 
per cent of the total number of associations. The FHLBS, 
which consists of eleven regional Home Loan Banks and a 
central governing authority, the Federal Home Loan Bank 
Board, was organized in 1932 in order to provide a source 
of credit for home-financing institutions. To a substantial 
extent, such credit is used by the associations to supple- 
ment their savings capital.!_ In the postwar period the 
number of associations in debt to the Federal Home Loan 
Banks at any one time has varied from about one third 
to three fifths of total membership. FHLB loans may be 
used to expand members’ permanent lending power as 
well as to meet seasonal and emergency needs. Associa- 
tions are limited in the amounts they can borrow by stat- 
ute, rules and regulations of the Federal Home Loan Bank 
Board and FSLIC, and by lines of credit set by the Federal 
Home Loan Banks. These Banks obtain funds from their 
members through stock subscriptions and deposits and 
also sell securities in the capital market. 

Because of the steady increase in their savings capital, 
associations have encountered few emergency needs for 

1 The associations also borrow small amounts from commercial 


banks. Such loans amounted to 146 million dollars at the end of 
1955, compared with FHLB advances of 1,412 million dollars. 


Chart I 
SAVINGS CAPITAL AND MORTGAGE LOANS 
OF SAVINGS AND LOAN ASSOCIATIONS Billions 
of dollors 


Billions 
of dollars 
40 


Mortgage loans 
\ 


1920 1925 1930 1935 1945 1950 1955 
Sources: Federal Home Loan Bank Board; Board of Governors of the Federal 
Reserve System; Morton, J. E., Urbon Mort Lendin ive 
ets and Experience, Princeton University Press, 1956. 
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Sources and Uses of Funds of Savings and 
Loan Associations, Selected Years 


(Amounts in billions of dollars) 
Source or use 1946 1950 1955 
Sources of funds—total. .............cceeeeeeeees 1.8 2.1 6.0 
pod 1.2 1.5 5.0 
| 0:2 | 0:4 
FHLB and other borrowings........... 0.1 0.4 0.6 
Net increase in mortgagest................0000: 1.7 1.9 5.3 
Increase in U. 8. obligations. . 0.4 
0.1 0.1 
Increase in other assets. ...........0eeceeeeeees t 0.2 0.3 
Memorandum (end of year) 

Cash and U. 8S. Government obligations t 

FHLB advances and other borrowings as per cent of 
3.9 5.3 4.1 


Note: Because of rounding, details may not add to totals. 

* Includes residual errors. 

t Less than 50 million dollars. 

t Adjusted for mortgage-pledged shares and for loans in process. 

Source: Compiled from data published by the Federal Home Loan Bank Board 


funds during the postwar period. At various times, how- 
ever, the associations have been under pressure to expand 
their loans beyond the limits imposed by their net inflow 
of savings capital. The declining liquidity position of the 
associations in recent years has compelled them to resort 
increasingly to FHLBS funds in order to meet such de- 
mands. In 1946, for example, the associations satisfied 
a demand for mortgage funds that substantially exceeded 
their net inflow of savings capital mainly by liquidating 
United States Government securities (see table). Between 
1946 and 1950, the continued liquidation of Governments 
accompanied by the acquisition of a substantial volume 
of mortgages reduced the associations’ liquidity ratio 
(holdings of cash and United States Government obliga- 
tions as a proportion of total assets) from 24.9 per cent 
to 14.3 per cent. As a result, when the demand for mort- 
gage funds rose to an unusually high level in 1950, the 
associations borrowed heavily from the Federal Home 
Loan Banks while their holdings of Governments were vir- 
tually unchanged. In subsequent years, the liquidation of 
Governments ceased but the associations’ liquidity ratio 
continued to decline, reaching 11.8 per cent in 1955. 
During that year, the volume of mortgage lending reached 
a record-breaking level, and the associations again found 
it necessary to borrow from the Federal Home Loan 
Banks. However, the associations also added substantially 
to their holdings of United States Government obligations 
in 1955.? 

The increased resort to the facilities of the Federal 
Home Loan Banks has strengthened the position of the 


probably was responsible in part for associations’ 
acquire more Governments. 


FHLBS in influencing the total volume of loanable funds 
made available by the associations. At the same time, the 
policies of the FHLBS with respect to controlling the vol- 
ume of such funds have become more flexible and more 
responsive to general economic and credit conditions. This 
change in the focus of policy was particularly evident in 
the second half of 1955, when special restraints were im- 
posed on borrowing by the associations because of the 
inflationary conditions then prevailing. 


Uses OF FUNDS 
By law and tradition savings and loan associations are 
relatively specialized institutions. The investments of 
Federally chartered associations, for example, are limited 
to first mortgage loans, property improvement loans, 
United States Government securities, and the stock of 
Federal Home Loan Banks.’ The geographical scope of 
their operations also is quite limited. For the most part, 
their mortgage loans are on properties located in the local 
area where most of their members reside. Only a small 

number of associations have branches. 


At the end of 1955 mortgages on nonfarm property 
comprised 83 per cent of the associations’ total assets.* In 
contrast, for mutual savings banks, life insurance com- 
panies, and commercial banks, nonfarm mortgages consti- 
tuted, respectively, 56 per cent, 30 per cent, and 9 per 
cent of total assets. 

Conventional as opposed to Federally underwritten 
mortgages are relatively more important in the mortgage 
portfolios of the associations than in the portfolios of the 
other major financial institutions. About 77 per cent of all 
nonfarm mortgages held by the associations are of this 
type, compared with 43 per cent, 54 per cent, and 58 per 
cent for mutual savings banks, life insurance companies, 
and commercial banks, respectively.5 This concentration 
on conventional-type mortgages can be attributed to the 
different purposes for which these mortgages are used as 
well as to legal and portfolio considerations. In the first 
place, such mortgages generally involve a direct relation- 
ship between lender and borrower, since the lender must 
be in a position to examine the individual credit rating of 
each applicant as well as the individual parcel of property 
securing the mortgage. Conventional lending, therefore, 
is most feasible where it is relatively easy to establish 

inv The investment activities of State-chartered 
are subject to comparable restrictions, although the scope severity 
of these restrictions vary from State to State. 

4 The historical high was 91 per cent reached in 1925. 

5 The balance of the associations’ holdings are mostly VA-guaranteed 
mortgages. 

great extent performed by the underwriting agencies. 
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The 6,000 individual savings and loan associations, well 
dispersed throughout the country, are in a favorable posi- 
tion to develop such contacts. Life insurance companies 
and the larger mutual savings banks sometimes find it diffi- 
cult to establish the contacts needed to invest in con- 
ventional mortgages unless they maintain branch offices 
outside their local communities.’ On the other hand, such 
institutions are relatively more active than are the associa- 
tions in the permanent financing of new construction, par- 
ticularly of large tract operations which are often in areas 
considerably distant from the institutions’ home offices. 
Federal insurance or guaranty generally is considered 
important in such undertakings because of their more 
impersonal nature and the lenders’ inability to exercise 
close surveillance over the property and the individual 
borrowers. 


In addition to considerations of size and structure, the 
associations also are less attracted than are most other 
lenders to the greater liquidity attaching to Federally 
underwritten as opposed to conventional mortgages. 
Moreover, the maximum lending terms set by Federal and 
State statutes on conventional loans are generally more 
liberal for the associations than for other lenders. Finally, 
commercial banks, life insurance companies, and mutual 
savings banks generally have legal limitations on the 
proportion of their assets which can be held in the form 
of conventional mortgages, although in most cases the 
now-existing proportions are still well below the legal 
maximums. 


CHANGING IMPORTANCE IN THE MORTGAGE MARKET 


As shown in Chart II, the associations’ share of institu- 
tional savings and their share of both total and 
institutionally held nonfarm mortgage debt were higher at 
the end of 1955 than at any time subsequent to 1920. In 
general, these indexes of the relative importance of the 
associations have increased and decreased together since 
1920 because of the tendency of the associations to place 
the bulk of their assets in mortgages whenever that has 
been possible. This has not always been the case, however. 
Thus, during the first half of the post-World War II period, 
the associations’ share of total institutional savings in- 
creased while their share of institutionally held nonfarm 
mortgage debt declined slightly. This reflected the ten- 
dency of other institutional investors to place a larger 
proportion of their assets in mortgages. In particular, 


7 The commercial banking system also has many individual institu- 
-tions dispersed throughout the country, and the hold a larger 
proportion of conventional loans than do the mutual savings banks 
and life insurance companies; however, the banks are more attracted 
to the greater liquidity of Federally underwritten mortgages than 
are the associations. 
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commercial banks were extremely active during 1946-48,8 
while insurance companies were the most important mort- 
gage lenders during 1948-50. 


The extensive participation by life insurance companies 
and commercial banks during 1946-50 reflected a number 
of special factors, including the extended coverage and 
liberalization of the FHA program of mortgage insurance 
and the development and growth of a new program of 
home loan guaranties for veterans. Mainly by standardiz- 
ing the mortgage instrument and making it more liquid, 
these programs encouraged increased participation in the 
mortgage market on the part of all institutional investors, 
but the impact on the associations was less than on other 
investors. Moreover, the yields on instruments competi- 
tive with mortgages were relatively low during these years, 
a consideration of importance to other institutions but of 
lesser significance to the associations. 


During the period 1951 to 1955, savings and loan 
associations increased their share of institutional savings 
even more rapidly than in previous years. The associa- 
tions accounted for 32 per cent of the net increase in 
institutional savings in 1951-55, compared with 20 per 
cent in 1946-50. Mainly as a result of this development 
their share of institutionally held nonfarm mortgage debt 
rose steadily. Other developments during this period also 
tended at certain times to discourage or retard the acquisi- 
tion of mortgages by other institutions. With the rise in 
interest rates following the end of the policy of “pegging” 
the prices of United States Government securities in 


8See “Commercial Banks in the Mortgage Market”, Monthly 
Review, April 1956. 
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March 1951, Federally underwritten mortgages (on which 
the interest rate was fixed) became less attractive to most 
investors. Savings and loan associations were little 
affected by this development, however, both because their 
alternative investment opportunities are limited and be- 
cause most of their mortgage loans are of the conventional 
type on which interest rates can be adjusted more easily. 
The associations’ concentration on conventional mort- 
gages also made them less sensitive than other lenders to 
the effects of Regulation X, which was in force from 
October 1950 to June 1952.9 The changes in downpay- 
ments and maturities effected by Regulation X were more 
severe in the case of Federally underwritten than in the 
case of conventional mortgages. 


CONCLUSION 


Although the total resources of savings and loan asso- 
ciations are much smaller than those of other financial 
institutions, such as commercial banks or insurance com- 
panies, the associations nevertheless occupy an important 
position in the residential mortgage market. Because of the 
concentration of their investment activities in mortgages, 
the associations tend to grow in relative importance during 
periods when mortgage funds are in heavy demand. This 
has been especially true during the postwar decade when 
the associations succeeded in attracting a steadily increas- 
ing share of total institutional savings. The associations 


9 Terms on Federally underwritten mo were not restored 
to their pre-Regulation X levels until April 1953. 


have also augmented their resources by borrowing from 
the FHLBS; at the end of 1955 such borrowing, together 
with a small amount of loans from commercial banks, 
represented 4.1 per cent of the total assets of the 
associations. 

The associations tend to specialize in first mortgage 
loans on small homes located in the immediate local 
community. For the most part, the associations invest in 
conventional as opposed to Federally underwritten mort- 
gages. These investment preferences can be explained 
largely in terms of the relatively small size of the average 
association and the success which the associations have 
had in developing direct personal contacts with borrowers. 

Despite their predominantly local character and the 
specialized nature of their activities, the associations are 
an integral part of the nation’s savings and investment 
markets. It is apparent, for example, that the associations 
are in close competition with other financial institutions 
for mortgages and for savings. Some associations in the 
faster growing sections of the country actively solicit 
funds in other areas. Moreover, the associations are 
affected by interest rates prevailing in national security 
markets both because they hold United States Govern- 
ment securities as a liquidity reserve and because the cost 
of their borrowing from the Federal Home Loan Banks 
hinges on the rates which the latter pay in the capital 
market. Finally, the regulatory activities of the FHLBS 
and the FSLIC are a source of over-all policy control over 
the associations’ operations. 


RECENT TRENDS IN UNITED STATES IMPORTS 


United States imports rose to a record high of over 11.3 
billion dollars in 1955, a rise of more than 10 per cent 
above the recession year of 1954 and about 5 per cent 
above 1953. This sizable increase gains further signifi- 
cance in the light of the sharp upward trend that has char- 
acterized American imports since the end of the war. In 
the last ten years, United States imports have risen 177 
per cent from the 1945 level of 4.1 billion dollars; and in 
the last five years since 1950—a year already affected by 
emergency imports after the outbreak of hostilities in 
Korea—imports have increased nearly 30 per cent in 
value. 

This rising trend of imports by the largest buyer in 
world markets is of great importance to the rest of the 
world, first of all, because our purchases influence signifi- 
cantly the level of economic activity in many foreign coun- 
tries, especially raw-material-producing countries which 
are heavily dependent on exports. Secondly, and perhaps 
equally important, dollar proceeds derived from United 
States imports are the principal source of funds with which 


foreign countries finance their purchases from this country. 
Often in the past, fears have been expressed that the rest 
of the world would not be able to benefit fully from the 
growth of the American economy because our imports, to 
many analysts, seemed to grow at a slower rate than our 
national economy. It is therefore relevant to note that 
since 1948—the beginning of the Marshall Plan—the 
value of United States imports has increased 60 per cent, 
compared with a 50 per cent rise in gross national product. 

Over the last six years imports have been subjected to 
some dramatic changes as a result of domestic and inter- 
national events. The Korean emergency brought about a 
steep rise in import volume and prices. The recession of 
1953-54 caused a drop in volume but, in contrast to earlier 
recessions, prices of imported goods held up well under 
the sustaining influence of strong European demand. While 
in the recovery from the 1953-54 recession imports seemed 
to lag somewhat behind the growth of national income, a 
renewed spurt in 1955 carried imports up again, and in 
the six months November 1955-April 1956 they were run- 
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ning at an annual rate of some 12.4 billion dollars. These 
developments and their background will be explored in 
greater detail in the following sections. 


THE OveR-ALL PATTERN OF IMPORTS 


At the outbreak of the Korean conflict in 1950, the 
United States economy was recovering from the 1949 re- 
cession, and production and consumption were expanding 
rapidly. This expansion was reflected in a substantial 
increase in United States demand for imports, particularly 
industrial raw materials and semimanufactures. After the 
outbreak of hostilities in Korea, the rising trend in import 
volume and prices was accelerated considerably as con- 
sumers, business, and the Government sought to accumu- 
late inventories as a hedge against possible shortages. As 
a result, the value of United States imports soared to 8.7 
billion dollars in 1950, compared with 6.6 billion in 1949. 
In 1951, under the pressure of greater military and civilian 
demand, continued Government stockpiling, and a certain 
amount of speculative buying, United States imports in- 
creased even further to a then-record level of 10.8 billion 
dollars. In 1952 imports remained virtually unchanged 
although the fear of material shortages had passed. With 
the leveling-off in demand here and abroad, the world price 
of many commodities began to fall, slowly at first, but 
more rapidly as the year progressed. However, the im- 
petus of demand that had originated in the Korean emer- 
gency, and a general expansion of business activity carried 
the volume of imports upward. 

During 1953 this expansion continued, and in the earlier 
months of the year stimulated purchases of almost all 
classes of commodities. Later, the downswing in industrial 
production that began in August was responsible for a 
drop in purchases of raw materials that continued into the 
early months of the following year. As a result of these 
divergent movements, imports in 1953 totaled 10.8 billion 
dollars—virtually the same as in the preceding year. 

As the recession carried over into the next year, its 
impact on imports caused the total for 1954 to decline 
to 10.2 billion dollars although a trend of recovery already 
became noticeable in the latter months of that year. While 
the rise of imports gained momentum, there was some evi- 
dence of a lag relative to the increase in the rate of indus- 
trial production—in contrast to the 1949-50 recovery 
when imports responded rather quickly to the pickup in 
business activity and output. Later in 1955, however, the 
rate of imports accelerated, and this trend has thus far 
continued into 1956. While in 1955 imports totaled 11.3 
billion dollars, the annual rate during the first four months 
of 1956 was 1.1 billion higher. 

The over-all picture of United States imports over the 
last several years, as illustrated by Table I, is one of a 


broad advance interrupted by a period of consolidation 
from the unusually rapid spurt following the Korean emer- 
gency. Price and volume were both responsible for the 
rise in import values, but to a different extent. Prices rose 
sharply through 1951 but then declined as the pressure of 
unusual demand subsided. The increase in volume was 
even more significant. In the last seven years the volume 
of imports has risen nearly one third, a greater increase 
than that experienced throughout the entire decade of the 
forties. On the whole, therefore, United States imports in 
the postwar period have been characterized by substantial 
growth, notwithstanding considerable divergencies in their 
commodity and regional composition. 


Table I 
United States Imports, 1948-55* 
Value of Indexes of value, volume, and unit value of 
imports imports (1936-38 = 100) 
Year (in millions 
of dollars) 
Value Volume Unit value 
ee 7,095 288 123 235 
, 594 268 120 224 
ae 8,743 355 146 243 
a 10,817 440 144 305 
10,747 437 151 289 
,779 438 158 276 
eee 0,240 416 147 283 
11,334 461 163p 282p 
* Imports for consumption. 


P 
Source: U. 8S. Department of Commerce, Total E£.: t and Import Trade of the 
United States, January-December 1955. 


THE CoMMopiTy COMPOSITION OF IMPORTS 

This over-all impression of dynamic advance raises the 
question of what caused United States imports to rise so 
dramatically, A breakdown by commodity groups in 
Table II indicates that raw materials have accounted for 
about one half of the sizable increase in imports that has 
taken place since 1949, the year preceding the period of 
most rapid advance. This development is in line with a 
fundamental shift in this country’s trade structure from 
a position of an exporter to that of a net importer of cer- 
tain types of materials. 

Thus, for instance, imports of petroleum and products 
increased from 478 million dollars in 1949 to more than 


Table II 
United States Imports by Major Commodity Groups 
(In millions of dollars) 

Imports for consumption 1949 1955 a 
Raw 3,274 5,624 72 
1,856 2,850 54 
1,418 2,774 96 
1 1,997 50 
Manufactured foodstuffs........... 741 1,116 51 
Finished manufactures..............+. 1,246 2,597 108 
6,594 11,334 72 


Source: U. 8. Department of Commerce, Total Export and Im: Trade of the 
United States, January-December 19656. 
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a billion in 1955, a rise of well over 100 per cent. Imports 
of iron ore displayed an even more rapid rate of growth 
since they more than quadrupled in six years; the dynamic 
import trend for this particular commodity is illustrated 
by the fact that the greatest increase by far took place dur- 
ing 1955, and further large rises are clearly in store. 
Imports of copper doubled in the six-year period under 
discussion; those of nickel and aluminum nearly trebled, 
while the group of nonferrous ores and metals as a whole 
grew by about 70 per cent in value. Led by greater con- 
sumption of lumber and newsprint, imports of wood and 
paper products increased nearly 80 per cent. In some in- 
stances, notably rubber and copper, virtually the entire 
increase in the value of imports was attributable to sharp 
price increases. In general, however, volume rose more 
than prices. American capital played a prominent role in 
developing abroad additional sources of vital raw material 
imports. 

With regard to foodstuffs a rather different pattern of 
development can be observed. According to Table II, 
crude and manufactured foods were responsible for 22 per 
cent of the increase in import value between 1949 and 
1955, about two thirds being contributed by crude foods. 
There is, however, a major structural difference within 
the food group: by far the largest part of the increase in 
the import value of crude foods is accounted for by just 
two products, coffee and cocoa; on the other hand, the 
growth of manufactured foods appears to be spread over 
a wide range of different items. 


Significantly, the import volume of crude foods has not 
risen since 1949 but declined slightly. This is in sharp 
contrast to all other import categories; hence, price ad- 
vances alone were responsible for the increase of 50 per 
cent in the import value of crude foods. Since coffee and 
cocoa account for such a large portion of our food im- 
ports, the explanation for the divergent behavior of volume 
and prices may be sought in the market developments of 
these two commodities. In fact, as one would suspect, 
the increase in price and the shrinkage in volume were 
closely related. 

Coffee, our largest single import, has a long history of 
somewhat erratic price movements. Between 1952 and 
1954, for example, as a result of steep price increases, the 
value of coffee imports went up by 8 per cent despite a 
16 per cent fall in volume. In 1955, after coffee prices 
collapsed, the reverse happened, with the value of imports 
down 9 per cent from the previous year although volume 
had risen by 15 per cent. In the case of cocoa imports, 
volume has declined steadily since 1950 but a sharp price 
rise in 1954 pushed their value to 252 million dollars. 
When the price declined the following year, imports de- 
creased to 185 million dollars. 


The trend of volume and prices of manufactured food- 
stuffs was very different from that of the crude foods just 
discussed. Their unit prices increased from 1949 to 1955 
only very little, less than 10 per cent, while their volume 
increased about 40 per cent. 
to attribute this development to any one commodity, and 
a trend to greater consumption of imported food specialties 
of many kinds appears largely responsible. Advances in 
freezing techniques and facilities were perhaps also a major 
contributing factor, and our imports of fish, including shell- 
fish, grew significantly, especially in the last two years. 

Finally, finished manufactures accounted for more than 
one fourth of the increase in imports from 1949 to 1955, 
and their value more than doubled in this time period. 
Most of this rise is due to an increase in volume since unit 
values rose less than 10 per cent. In part, this steeply 
rising trend reflects the recovery of Europe’s and Japan’s 
capacity to produce from a rather low postwar level; to 
a certain extent, it may form part of a long-term trend 
related to higher incomes in the United States and to the 
effects of lower tariffs. In any event, together with the ris- 
ing trend of raw material imports, this increase of imports 
of manufactures constitutes a significant development in 
the structure of our imports in the postwar period. 


THE GEOGRAPHIC DISTRIBUTION OF IMPORTS 


The 1950’s have witnessed a remarkable shift in the geo- 
graphical distribution of United States imports (Table III). 
Western Europe, sometimes considered a secondary sup- 
plier as compared with Canada and Latin America, has 
been the main beneficiary of the sizable expansion in our 
purchases abroad. Of the 4.8 billion dollar increase in 
total imports that has occurred in the last six years, 1.5 
billion dollars, almost one third of the over-all rise, has 
accrued to the countries of Western Europe, especially 
such industrialized countries as the Benelux nations, 
France, West Germany, and the United Kingdom. The 
rapidly growing importance of Western Europe as a fore- 
most supplier to the United States market reflects the sub- 


Table Ill 
United States Imports by Selected Areas* 
(In millions of dollars) 
G 
(per cent) 
tiacteambedades 1,551 2,652 71 23 
Latin American Republics} 2,301 3,334 45 22 
Western Europet....... 909 2,392 163 31 
ia and Oceania....... 1,309 2,045 56 15 
338 619 83 6 
Other areast........... 214 340 59 3 
ere 6,622 11,382 72 100 
tk 


U. 8. of and Take of Ge 
United States, January-December 1955 
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stantial rise in our imports of finished goods and processed 
‘foodstuffs, the principal export products of the area. 

Latin America, while in value terms still this country’s 
largest source of supply, did not participate in the expan- 
sion of our imports to the same extent as Western Europe, 
primarily because of the special factors affecting crude 
foodstuffs, mostly coffee. Latin American sales in this 
market in the last six years rose slightly more than a bil- 
lion dollars, approximately 22 per cent of the aggregate 
increase in United States imports. The aftermath of the 
sharp price rise in the coffee market in 1954 adversely 
affected our imports from this area, particularly from 
Brazil, as American importers curtailed their purchases. 
This development tended to obscure the favorable effects 
on imports from Latin America of the growing demand 
here for petroleum, iron ore, nonferrous metals, and other 
industrial raw materials. In any event, during the last half 
year most imports from Latin America displayed a rising 
trend. 

The share of Canada in the increase in total United 
States imports was only slightly greater than that of Latin 
America. Since 1949, our imports from Canada have risen 
1.1 billion dollars, equivalent to 23 per cent of the total 
increase in our imports. Even during the 1953-54 reces- 
sion some compensating tendencies prevented any pro- 
nounced decline in Canadian sales to the American 
market; as our imports of Canadian mineral products fell, 
our purchases of Canadian wood products were well 
maintained. 

The countries of Asia and Oceania accounted for about 
15 per cent of the expansion in United States imports in 


this period. Fluctuations in United States demand for 
rubber, tin, and wool, our principal imports from this 
area, tended to limit that area’s participation in the import 
rise. 


CONCLUDING REMARKS 


The rise in United States imports since the immediate 
postwar years has approximated, if not surpassed, expec- 
tations. While setbacks have not been altogether absent, 
the over-all development may to some extent allay doubts 
abroad about the long-run benefits to the rest of the world 
of an expansion of the American economy. It points up 
the increasing reliance of this country on foreign suppliers 
for many commodities essential to our economic growth; 
this is clearly reflected in a change of the commodity 
structure and geographic distribution of our import trade. 
Imports of petroleum, iron ore, nonferrous metals, and 
other raw materials have risen substantially as the rise in 
domestic production failed to keep up with demand. 
Higher incomes and changing consumption patterns have 
stimulated larger imports of finished goods and manufac- 
tured foodstuffs. Crude foods have not fared quite so well, 
primarily because of special developments affecting the 
price and quantity of coffee and cocoa imports. Western 
Europe has been the largest beneficiary of the import rise, 
but Canada has well maintained its position as a supplier 
of the United States throughout the postwar period, and 
the countries of Latin America and other areas also have 
shared substantially in the growth of this country’s import 
trade. 


BUSINESS LOANS AT SECOND DISTRICT MEMBER BANKS: 
INTEREST RATES AND SIZE OF BORROWER 


The survey of commercial and industrial loans of mem- 
ber banks of the Federal Reserve System, conducted last 
autumn, obtained information on various characteristics of 
business loans outstanding on October 5, 1955. The May 
and June issues of this Review included articles which 
described the purpose and methodology of the survey and 
the postwar trends in business loans at Second District 
member banks. They also discussed some of the char- 
acteristics of the loans outstanding on October 5, 1955 
and analyzed the changes since November 20, 1946, the 
previous survey date, in the number and dollar amount 
of loans classified by business of borrower, by size of 
bank, and by maturity of loan. The present article sum- 
marizes the findings of the survey with respect to the 
changes in loans outstanding classified by assets of bor- 
rower and changes in interest rates charged. 


The number and dollar amount of loans made by Second 
District member banks to all size-groups of business enter- 
prises increased between 1946 and 1955. There was a 
relatively larger increase in loans to businesses with assets 
of $50,000 to 5 million dollars but a relative decline in 
importance of loans to those with assets of under $50,000. 
These shifts probably reflect in part an increase in the 
number of intermediate-sized businesses as many smaller 
firms have grown in size over the decade. 


Rates charged on all types of business loans at banks 
in this District increased between 1946 and 1955, along 
with interest rates in general, although average rates in 
the Second District continued to be somewhat lower than 
those in the country as a whole for each industry group. 
For the Second District the average rate on loans out- 
standing on the survey date in 1946 was 2.3 per cent; 
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- in 1955 it was 3.8 per cent. The survey also indicated 
that between November 1946 and October 1955 there 
was a narrowing of the spread between rates for short- 
term and long-term loans,! primarily as a result of a 
marked increase in rates charged large businesses for 
short-term loans. The survey further indicated a continu- 
ing inverse correlation between interest rates and the size 
of borrower and the size of bank.? 


CHANGES IN LOANS BY ASSET SIZE OF BORROWER 


Loans made by Second District member banks to busi- 
nesses of all size-groups increased both in number of loans 
and in dollar amount between 1946 and 1955. However, 
as shown in the accompanying chart, the largest relative 
increases occurred in loans to businesses with assets of 
$250,000 to 5 million dollars. In 1946 loans to businesses 
of this size accounted for 18 per cent of the total dollar 
amount of loans outstanding and for 8 per cent of the total 
number of loans; in 1955 they accounted for 24 per cent 
of the dollar amount and 12 per cent of the number. The 
proportion of total loans made to businesses in the larger- 
sized group showed little change in either dollar amount 
or number. 


The smallest asset size-group (under $50,000) ac- 
counted for almost two thirds of the total number of loans 
outstanding in 1946, but in 1955 it accounted for not 
much more than half the total number. Dollarwise, loans 
to these companies accounted for 5 per cent of the total 
in 1946 and 3 per cent in 1955. The decline in importance 
of bank loans to this size-group reflects in part the prob- 
able decline in the relative number of businesses with assets 
of less than $50,000. This decline in turn reflects not only 
the merger movement but the price rise in the interval 
between surveys and the resulting upward evaluation of 
business assets as depreciated equipment and other assets 
were replaced or newly acquired at higher prices. Some of 
the business borrowers classified in this group in 1946 have 
most likely shifted to the next higher asset size-group. The 
percentage of total outstanding loans to the latter group 
increased from 22 per cent in 1946 to 32 per cent in 
1955, although on both survey dates the amount of loans 
to these businesses represented about 8 per cent of the 
total dollar volume. The businesses with assets of 5 mil- 
lion dollars or more continued to account for almost two 
thirds of the total dollar volume of funds loaned by mem- 
ber banks in the District to industry, and for approximately 
3 per cent of the total number of such loans. 


1 Long-term loans are defined as loans with an original maturity of 
more than one year. 

2 Collateral is undoubtedly also a factor in determining interest 
tates, but the information derived from the survey on collateral has 
not yet been tabulated. It will be discussed in a future article. 
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CHANGES IN INTEREST RATES 


The trend of interest rates between 1946 and 1955 
generally was upward, and the spread between yields on 
short-term open market paper and long-term securities 
narrowed. The upward trend was interrupted briefly dur- 
ing the recession period of 1949-50 and to a more impor- 
tant degree in 1953-54, but toward the end of 1954 
interest rates began to rise again and by the fall of 1955 
were in most cases approaching the highs reached in the 
first half of 1953. 


Interest rates charged by Second District banks on busi- 
ness loans apparently underwent similar changes between 
the two loan surveys. The average interest rate on all 
business loans outstanding on November 20, 1946 was 
2.3 per cent, with short-term loans carrying an average 
charge of 2.1 per cent and long-term loans, 2.5 per cent. 
By October 5, 1955 the average rates for long and short- 
term business loans outstanding at Second District mem- 
ber banks both had risen to 3.8 per cent. 


Since the survey covered outstanding loans, rather than 
new loans extended, the average interest rate figures de- 
rived from the survey do not reflect precisely the prevail- 
ing interest rate structure and the differentials among rates 
for various types of loans as of October 5, 1955. If inter- 
est rates had been stable for a relatively long period of 
time, the current rate structure and the average rates on 
outstanding loans would be almost identical; but, when 
rates rise, average long-term rates are slower than short- 


PERCENTAGE INCREASES IN BUSINESS LOANS BETWEEN 
1946 AND 1955 AT SECOND DISTRICT MEMBER BANKS 


Assets of borrower Dollar amount of | 


Under $50 


MMM, 


Number of loans 


$50 to $250 


N 


$250 to $5,000 
$5,000 and over 


All borrowers* 


Under $50 

$50 to $250 
$25010 $5,000 
$5,000 ondover 


All borrowers * 
200 250 


l 
30. 100 180 


* includes a small amount of loans not classified by asset size of borrower. 


= | 
| 
t 
} 
: 
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term rates to reflect the higher current levels. For almost 
a decade before the 1946 loan survey, the banks’ prime 
loan rate had been steady, but in August 1955, just two 
months prior to the survey date, the prime rate was raised 
from 3 to 3% per cent. 


Although there probably was some lag in the increase 
shown in the average long-term rate as indicated by the 
survey, there is little doubt that the differential between 
long and short-term bank rates narrowed between the sur- 
vey dates. Changes in yields on commercial paper and 
corporate bonds for the same period reflect a similar 
trend. The prime 4-to-6 months’ commercial paper rate 
was 1.4 percentage points higher on the average in 1955 
than in 1946, but Moody’s corporate bond yields rose by 
only 0.5 percentage points. 


INTEREST RATES BY ASSETS OF BORROWER 


Average interest rates by assets of borrower and term 
of loan for the 1946 and 1955 survey dates are shown in 
Table I. An inverse correlation between size of borrower 
and rate is evident in both years. The table also indicates, 
however, that the relative increase in the average rate for 
both long and short-term loans was greater for loans to 
the larger borrowers. In fact, for the group of businesses 
with assets of 5 million dollars or more, the average rate 
for all loans nearly doubled, rising from 1.8 to 3.4 per 
cent. Moreover, the narrowing in the difference in rates 
charged on long and short-term loans, mentioned previ- 
ously, also is evident in a greater rise in short-term rates 
than in long-term rates for all borrowers except those with 
assets of less than $50,000. 

In Table II the structure of rates on October 5, 1955 
by size of bank as well as by assets of borrower is shown. 
It indicates that in general there is an inverse correlation 
between size of bank and interest rate as well as between 
size of borrower and interest rate. This correlation be- 
tween interest rates and size of bank does not, however, 


Table I 
Average Interest Rates Char, Business Loans 
on November 20, —_ om October 
Banks ‘ederal 
and Maturity of Loan 
(Per cent per annum) 


All loans Short-term loans | Long-term loans 
of borrower 

(in thousands) 
1946 1955 1946 1955 1946 1955 
Less than $50......... 4.5 5.8 4.3 5.4 4.7 6.2 
SS Se 3.9 4.9 3.6 4.8 4.1 5.2 
$250 to $5,000........ 2.8 4.2 2.6 4.1 3.1 4.4 
$5,000 and over....... 1.8 3.4 1.6 3.4 2.0 3.4 
Total, all borrowers*. 2.3 3.8 2.1 3.8 2.5 3.8 


Note: Short-term loans are demand loans and those with an original maturity 
one year or less. Long-term loans are those with an original maturity of 
more than one year. 


* Includes a small number of loans not classified by asset size of borrower. 


hold in all cases. In fact, for the smaller size-groups of 
borrowers, those with assets of less than $50,000 and 
from $50,000 to $250,000 long-term rates showed an 
opposite tendency and were usually higher at the largest 
banks than at the smaller banks. This anomaly probably 
arises from the fact that at the very large banks loans to 
small businesses are frequently instalment credits which 
are carried in consumer loan departments or treated like 
consumer loans. A somewhat higher rate usually prevails 
on this type of long-term accommodation than on regular 
business loans. Furthermore, of all long-term loans made 
by Second District member banks to businesses with assets 
of less than $50,000, over half, averaging $2,000 each, 
were made by banks with deposits of 1 billion dollars 
or more. 


INTEREST RATES BY MATURITY OF LOAN AND BY SIZE 
AND BUSINESS OF BORROWER 


Average interest rates on outstanding loans to each of 
the major business categories in the Second District and 
the country as a whole are compared in Table III. The 
average rates for each type of business on both long-term 


Table II 


Average Interest Rates Chasged on Business Loans at Member Banks in the Second Federal 
y Maturity of Loan, Size uf Borrower, and Size of Bank, October 5, 1955 


Reserve District 


(Per cent per annum) 


Banks with total deposits, in millions, as of June 30, 1955 
Assets of borrower 

(in th is) Under $10 $10 to $50 $50 to $100 $100 to $500 $500 to $1,000 | $1,000 and over 

Short- | Long- | Short- | Long- | Short- | Long- | Short- - | Short- | Long- | Short- | Long Short- - 

term term term term term term term term term term term term term 
5.4 6.2 5.7 5.7 5.5 5.5 5.2 6.8 5.5 7.1 5.5 5.7 5.1 6.2 
EGR EE 4.8 5.2 5.3 5.2 4.9 5.0 4.9 5.3 4.9 5.5 5.1 4.8 4.6 5.3 
TS een 4.4 4.7 5.1 5.0 4.7 5.0 4.7 4.7 4.5 4.8 4.8 4.5 4.2 4.6 
$1,000 to $5,000.............. 3.9 4.2 4.0 * 4.3 4.7 4.3 4.6 4.1 4.8 4.1 4.1 3.8 4.1 
$5,000 to $25,000............. 3.6 3.9 * * 3.7 4.0 3.9 4.0 3.8 4.1 3.6 3.8 3.6 3.9 
$25,000 to $100,000........... 3.4 3.5 * _ 3.5 _ 3.7 * 3.4 2.9 3.2 3.4 3.4 3.5 
$100,000 and over............ 3.2 3.1 * 3.7 3.3 * 3.3 4.1 3.2 3.1 3.2 3.1 3.2 3.1 
Total, all borrowerst.......... 3.8 3.8 5.3 5.4 4.8 5.1 4.6 5.2 4.2 4.6 3.6 3.6 3.6 3.6 


Note: Short-term loans are demand loans and those with an original maturity of one year or less. Long-term loans are those with an original maturity of more than 


one year. 


* Too few loans reported to yi 
t Includes a small number of loans not classified by asset size of 


interest sate he these are included in the relevant group averages, however. 


| 
| 
| 


ties firms) and the highest was 5.3 per cent for construc- 
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and short-term credits were lower in the Second District Table Il 
than in the country as a whole, but the rate differential d'Statee and-in the cond by iness of 
between the averages was in most cases 0.5 percentage he cunt per annum) ” 
points or less. A significant portion of the loans of Second 
District banks are made to large, national corporations Siew | Remnien) lagen 
who are usually prime risks and borrow relatively large Suteenel bememe United | Second | United | Second | United | Second 
amounts. This is an important factor in bringing this 
District’s average loan rate below that for the country as Manw/setwring and mining—total..) 4-0 | 3.7 | 41 | 38 | 40 | 36 
a whole. For all member banks, the average rate On spverc. 40 | 38 | 30 | 38 | | 
both long-term and short-term business loans outstanding And metal oroduct® | | 
on October 5, 1955 was 4.2 per cent, compared with ao Smad eackeeste iene’ 3.9 3.5 4.2 3.6 3.8 3.5 
3.8 per cent in the Second District. Mlalngt..-ccccccccccceccecs 4.3 3.9 4.4 4.1 4.1 3.6 
The range of variation among average interest rates for 
the various business categories was somewhat wider on Retail trade....000000000000000) 47 | 43 | 47 | 43 | 48 | 43 
long-term Joans than on short-term credits. The lowest 42 | 38 42 | 38 | as | 39 
average interest charge on short-term loans at Second Commodity dealers... 37 | 35 | 37 | 35 | 43 | 35 
District banks was the 3.3 per cent charged to sales finance — Transportation, communication, , 

, , , and other public utilities. ..... 3.6 | 3.4 | 36 | 34 | 3.7 | 3.5 
companies and the highest was 4.6 per cent paid by con- Construction (including operative; | | 
struction companies, a difference of 1.3 percentage points. —_Realestateg.--0000000.00000.) 4.5 | 42 | 45 41 | 45 | 44 
For long-term loans the lowest average was 3.5 per cent Mother 4a | ae | 
(for food, liquor, and tobacco, and petroleum, coal, chemi- Total, all borrowers.............. 42 | 38 | 42 | 38 | 42 | 38 
cal, and rubber companies, and for commodity dealers Seiad = 
and transportation, communication, and other public utili- Loug-term louse are thoes with an matarty of more than Years 

* Includes iron, steel, and nonferrous metals and their products; electrical and other machinery; 


tion firms, a difference of 1.8 percentage points. 


3 These rates do not take into account the effect of any compensat- 


ing balance requirements on actual interest costs. legal, and other professional services. 
Table IV 
Average Interest Rates Charged on Business Loans at Member Banks in the Second Federal Reserve District 
by Business of Borrower, Assets of Borrower, and Maturity of Loan, October 5, 1955 
(Per cent per annum) 
Assets of borrower, in thousands 
- Less than $1,000 $5,000 t 000 to $100,000 
Business of borrower $50 $50 to $250 | $250 to $1,000 $5,000 $25,000 *yito.00G over 
Short- | Long- | Short- | Long- | Short- - | Short- | Long- | Short- | Long- | Short- | Long- | Short- | Long- | Short- | Long- 
term term term term term term term term term term term term term term term 
Manufacturing and mining—total.| 3.8 3.6 5.3 6.1 4.8 5.3 4.4 4.9 3.9 4.2 3.6 3.9 3.4 3.5 3.2 3.2 
Food, liquor, and tobacco..| 3.5 3.5 5.5 6.2 4.8 5.1 4.6 4.6 4.0 4.4 3.5 3.6 3.3 3.7 3.2 3.0 
Textiles, apparel, and 
i canvtadeskhedaan 3.8 3.8 5.1 6.1 4.7 5.2 4.2 4.9 3.7 4.2 3.4 3.9 3.4 3.6 3.3 3.3 
Metal and metal products*.| 3.8 3.7 5.5 6.2 5.1 5.4 4.7 5.0 4.1 4.4 3.6 3.7 3.6 3.2 3.2 3.6 
Petroleum, coal, chemicals, 
and rubber............. 3.6 3.5 5.7 4.9 5.2 5.1 4.3 4.4 4.0 4.1 3.8 4.0 3.3 3.6 3.2 2.9 
All other manufacturing and 
Aectneeescdeake 4.1**| 3.6 5.5 6.2 5.0 5.3 4.5 5.2 3.9 4.0 3.7 3.6 3.3 3.3 3.3 3.0 
Trade—total........csccecees 4.3 4.3 5.5 6.3 4.9 5.2 4.5 4.9 4.0 3.8 3.6 3.7 3.3 3.1 3.2 2.9 
Wholesale trade........... 4.2 4.4 5.3 6.7 4.8 5.6 4.4 5.0 4.0 3.8 3.5 4.0 3.3 3.7 3.1 3.6 
i eS 4.3 4.3 5.5 6.2 4.9 5.1 4.5 4.8 3.9 3.9 3.6 3.7 3.3 2.6 3.2 2.9 
Other—total...............5. 3.8 3.9 5.4 6.2 4.8 5.2 4.4 4.6 3.9 4.4 3.6 4.0 3.4 3.5 3.2 3.1 
Commodity dealers........ 3.5 3.5 5.1 t 4.6 tt 3.7 3.5 oe 3.4 _ 3.4 3.4 
finance companiest...| 3.3 3.7 4.7 if 4.4 4.9 4.5 it 4.1 _ 3.6 3.6 3.2 a 3.2 3's 
Transportation, communica- 
tion, and other public 
Ge ii ckensans edins 3.4 3.5 5.8 6.6 4.8 5.1 4.8 4.3 3.7 4.1 3.5 4.0 3.3 3.2 3.0 
Construction (including op- 
erative builders)........ 4.6 5.3 5.6 8.1 5.1 5.8 4.7 5.6 4.4 5.1 4.0 4.4 tt 4.3 3.9 — 
PG vo ccoceeucees 4.1 4.4 4.9 5.6 4.5 4.9 4.3 4.6 3.9 4.4 4.0 3.9 4.2 ui t 4.2 
Service firms#..... . 4.4 4.8 5.5 6.1 4.9 5.3 4.4 5.2 3.7 4.9 3.4 4.0 3.4 3. 3. 3.5 
All other borrowers........ 3.9 4.2 5.3 5.7 4.5 5.2 4.4 4.0 3.9 4.0 3.3 4.0 3.2 3.8 tT tt 
Total, all borrowers ........... 3.8**| 3.8 5.4 6.2 4.8 5.2 4.4 4.7 3.9 4.2 3.6 3.9 3.4 3.5 3.2 3.1 


Note: For other footnotes, see Table III. 
** Includes a small number of loans not classified by asset size of 


borrower. 
tt Too few loans reported to yield a representative interest rate for the category; these are inciuded in the relevant group averages, however. 


4 
} 
and automobiles and other NSpo! ion equipment ani 
t Includes lumber, furniture, paper, printing and publishing, and stone, clay, and glass. 
Firms primary engaged in financing ret ales made on the instalment via. 
Includes hotels, repair services, amusements, personal and domestic services, and medical, 
| 
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Within each industry category (Table IV), the inverse 
relationship between asset size and rate was evident, but 
the difference between rates charged small and large busi- 
nesses was less on short-term loans than on long-term 
loans. The smallest spread between rates for short-term 
loans, 1 percentage point, occurred in real estate, and the 
widest spread, 2.6 percentage points, was in the transporta- 
tion, communication, and other public utilities category. 
On long-term loans, the narrowest spread in borrowing 
rates among asset size-groups was for the sales finance 
companies and was 1.6 percentage points. Construction 
firms were subject to the widest variation in rate between 
small and large enterprises, 3.8 percentage points. 

Within each assets group, manufacturing and mining 
firms were charged the same or higher rates for long-term 
as for short-term loans. For these borrowers as a group, 


however, average rates on long-term loans were slightly 
below those on short-term loans because of the greater 
weight in the average of long-term, low-interest loans to 
large borrowers. 


EARNINGS AND EXPENSES OF COMMERCIAL BANK 
TRUST DEPARTMENTS IN NEW YORK 
AND NEW JERSEY 

A survey of trust department earnings and expenses 
of commercial banks in New York and New Jersey 
in 1955 has been prepared by the Federal Reserve 
Bank of New York. The results of the survey are 
available on request from the Bank Examinations 
Department of this Bank. 


SELECTED ECONOMIC INDICATORS 
United States and Second Federal Reserve District 


Percentage change 
1956 1955 
Item Unit 
Latest month|Latest month 
previous) year 
May April March May month ler 
UNITED STATES 
1947-49 = 100 142p 143 141 138 -1 +3 
1947-49 = 100 217 215 215 194 +1 +12 
1947-49 = 100 = 113p 106 106 +7 +13 
billions of $ 27.7p 27.2 27.1 26.7 +2 +4 
billions of $ 48.6p 48.0 47.4 43.5 +1 +12 
billions of $ 28.7p 27.8 26.9 27.7 +3 +4 
billions of $ 14.7p 14.1 13.3 14.3 +4 +3 
billions of $ _ 15.5p 15.7 15.4 -1 + 1 
Residential construction contracts*............ s6beteneas’ 1947-49 = 100 301p 315 317 280 -4 +8 
Nonresidential construction contracts*........... $9686see0 1947-49 = 100 234p 252 267 221 -7 + 6 
Prices, wages, and em: 
Basic commodity pricest...............- 1947-49 = 100 90.4 89.7 89.2 -2 +1 
Wholesale prices}.......... Lishbahhbeseenssens enmabanaine 1947-49 = 100 114.3p 113.6 112.8 109.9 +1 +4 
1947-49 = 100 115.4 114.9 114.7 114.2 + 1 
Personal Lneme (annual rate)*........ billions of $ _ 317.1p 315.2 301.4 +1 + 6 
Composite index of wages and salaries’ 1947-49 = 100 = 147p 146 141 +1 +5 
Nonagricultural — thousands 51,256p 51,281p 51,057 49,748 +3 
verage hours worked per week, manufacturingt........... ours J F - - 
Unemployment............ soe thousands 2,608 2,564 2,834 2,489 +2 + 5 
Banking and finance 
Total investments of all commercial banks......... sbeneeen millions of $ 73,570p 74,700p 75,180p 81,720 -2 -10 
Total loans of all commercial banks...............+- poenea millions of $ 86 ,030p ,340p 84,730p ,850 +1 +16 
Total demand millions of $ 104, 190p 106, 110p 104, 360p 103 ,330 -2 +1 
Currenc ‘the Treasury and Federal Reserve Banks*§.| millions of $ 30 ,628p ,551 30,531 30,163 + 2 
Bank millions of $ 79.756 75,548 73,517 71,065r +6 +12 
Velocity of Gunead 4 deposits (337 centers)*.......... bended 1947-49 = 100 138.1 138.8 130. 131.3 - 1 +5 
er instalment credit outstandingt.......... millions of , 260 27 ,964 , 149 +1 +20 
United States Government finance (other than borrowing) 
millions of $ 6,879 4,368 12,351 5,547 +57 +24 
millions of $ 6,200 5,428 6,149 6,278 +14 -1 
National” millions of $ 3,444 3,009 3, 3,245r +14 + 6 
SECOND FEDERAL RESERVE DISTRICT 
Electric power output (New ests and New Jersey)*.. ...| 1947-49= 100 153 157 156 144 - 3 + 6 
construction sents 1947-49 = 100 284 275 212 + 3 +26 
tial constructi contract 1947-49 = 100 -— 270 348 249 —22 +21 
(New York C City)t.. 1947-49 = 100 113.0 112.3 112.2 111.8 +1 + 1 
Nonagricultural employment*........ thousands 7,705.6p 7,678.2 7,649.5 7,589.5r 2 + 2 
Manufacturi joyment*....... thousands 2,679.5p ,670.0 2,649 2,659 .6r +1 
Bank debits fe millions of $ 70,869 65,715 69, 63,481 +8 +12 
debits d District excluding New York — er millions of $ 5,170 ,072 4,795 4,606 + 2 +12 
Velocity of demand deposits (New York City)*............... 1947-49 = 100 180.2 176.0 175.6 167.2 +2 +8 
1 04 107 104 + 6 +6 
1947-49 = 100 124 122 113r -1 +9 
Note: Latest data available as of noon, June 29, 1956. 
4 ° r Revised. ; Revised series. Back data a from U. 8. Bureau cf Labor Statistics. 
Adjusted for seasonal varia Change of less than 0.5 per cen 
t Seasonal believed to be minor; no adjustment made. § Seasonal through 1938 


Source: A description of these series and their sources is available from the Domestic Research Division, Federal Reserve Bank of New York, on request. 


